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Abstract 

The world of money and finance is transforming before our eyes. Digitized assets and innovative 

financial channels, instruments and systems are creating new paradigms for financial transaction 

and forging alternative channels of capital. Instead of relying on traditional financial institutions 

who verify and guarantee your transactions, cryptocurrency transactions are verified by the user's 

computers logged into the currency's network. Since the currency is protected and encrypted, it 

becomes impossible to increase the money supply over a predefined algorithmic rate. All users 

are aware of the algorithmic rate. Therefore, since each algorithm has a roof limit, no 

cryptocurrency can be produced or "mined" beyond that. Though there are more than 1000 

cryptocurrencies in the market but Bitcoin is the most widely known and used cryptocurrency in 

the world. The current market capitalization of Bitcoin is just over $260 Billion (Crypto-

Currency Market Capitalizations, Dec 26, 2017). Bitcoin began operating in January 2009 and is 

the first decentralized cryptocurrency originally developed by Satoshi Nakamoto. The present 

study is an attempt to find out the trend in the price of Bitcoin and analyse the future challenges 

in acceptance of cryptocurrency. For the purpose collected secondary data will be analyzed with 

the help of software e-views to apply some tests like Unit Root Test to test the stationary of time 

series data and OLS to forecast the prices.  

Key Words: Cryptocurrency, Bitcoin, Ethereum, Market Capitalization, Future, Unit Root Test, 

OLS, Time Series. 

 

1. Introduction 
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The world of money and finance is transforming before our eyes. It goes starting from barter 

system to metal to paper fiat money, from paper to plastic, and from plastic to electronic bits 

to facilitate digitized assets. Innovative financial channels, instruments and systems are 

creating new paradigms for financial transaction and forging alternative conduits of capital.  

1.1 What is Money? 

Since societies transitioned from a barter economy to using money as a medium of 

exchange, individuals have tried to devise systems that allow for rational ways to exchange 

value. In order to help make goods and services commensurable the Greek philosopher 

Aristotle came up with four criteria that help to dictate what is considered to be ‘good 

money’ (Lee, 2009):
14

   

1.1.1. It must be durable  

1.1.2. It must be portable  

1.1.3. It must be divisible  

1.1.4. It must have intrinsic value 

1.2 Gold to Fiat Currency as a Medium of Exchange 

Originally the preferred medium of exchange was gold as it was able to fulfill all four of 

these criteria. As economies grew and the demand for a medium of exchange increased, 

governments were forced to create a more accessible medium of exchange that they could 

control and regulate. This was the birth of fiat currency. This particular medium of exchange 

has been adopted worldwide; however it has come with its own set of issues.  

1.3 Cryptocurrency 

In order to help fix some of these issues, cryptocurrencies began to emerge in 2009, 

leveraging a disruptive technology called blockchain. A cryptocurrency is a digital currency 

that uses cryptography for security (Investopedia, 2016)
14

. Blockchain specifically deals 

with the way in which data is structured and allows for the existence of decentralized digital 

ledgers where single organizations are not able to effect transactions (Hackett, 2016)
14

.  

The term cryptocurrency has rapidly gained visibility in the public eye. In today's day and 

age, cryptocurrency is fast becoming essential to people who value privacy cryptocurrency, 

led by Bitcoin, Litcoin, Ether, etc. are taking the financial world by storm as more people 

invest and buy these currencies. At the same time, there is still widespread confusion and 

bias which retracts for the overall effectiveness of Cryptocurrency. 



Cryptocurrency is designed from the ground up to take advantage of the internet and how it 

works. Instead of relying on traditional financial institutions who verify and guarantee your 

transactions, cryptocurrency transactions are verified by the user's computers logged into the 

currency's network. Since the currency is protected and encrypted, it becomes impossible to 

increase the money supply over a predefined algorithmic rate. All users are aware of the 

algorithmic rate. Therefore, since each algorithm has a roof limit, no cryptocurrency can be 

produced or "mined" beyond that. 

1.4 Verification Channels 

Each cryptocurrency has its own verification method. One of the most common methods for 

verification is called "Proof of Work". Herein, to verify a transaction, a computer has to 

spend time and computing power to solve difficult mathematical problems. On the other 

hand, "Proof of Stake" method allows users with the largest share of the cryptocurrency to 

verify the transactions, which requires far less computing power. 

1.5 Most Popular Cryptocurrencies 

Bitcoin began operating in January 2009 and is the first decentralized cryptocurrency, with 

the second cryptocurrency, Namecoin, not emerging until more than two years later in April 

2011. 

Bitcoin is the most widely known and used cryptocurrency in the world. The current market 

capitalization of Bitcoin is just over $ 221 billion (USD) (Crypto-Currency Market 

Capitalizations, Dec 9, 2017)  

Bitcoin was originally developed by Satoshi Nakamoto to eliminate the need of financial 

institutions the primary use cases for Bitcoin revolve around increasing efficiencies and 

eliminating unnecessary time and costs that arrive from using multiple trusted third parties 

to facilitate transactions. 

1.6 Some of the salient features of Cryptocurrency include – 

1.6.1 Cryptocurrency can be converted into other forms of currency and deposited into 

user's accounts at a lightning speed.  

1.6.2 Most Cryptocurrency can be transacted anonymously, and can be used as discreet 

online cash anywhere in the world. Users therefore do not have to pay for any currency 

conversion fees.  



1.6.3 While not 100% immune from theft, Cryptocurrency is generally safe to use and 

difficult for malicious hackers to break.  

   

2. Reasons for Acceptability of Cryptocurrency 

2.1 Reduced Transaction Costs 

The current payment systems are set up such that there are multiple touch points which 

leads to costly transactions (up to 10%) and long processing times (Brennan & Lunn, 

2016)
14

. The cryptocurrencies eliminate the need for these verification procedures and 

substantially reduce the transaction time. Bitcoin appears specifically useful to minimize 

these costs. 

2.2 Secure Transactions 

The benefit that is achieved is a secure transaction as well as a single ledger that reduces 

the need to reconcile across each party’s independent ledger (Brennan & Lunn, 2016)
14

. 

2.3 It is an Asset, not a Currency 

There will only be about 21 million Bitcoins made. That number will be reached in 2140. 

As of this writing, over 16.9 million Bitcoins on 05.03.2018
12

.  

3. Challenges in Accepting Cryptocurrency as Money 

3.1 Corruption Crackdown  

Cryptocurrency such as Bitcoin are now also seeing more usage because of the 

crackdown on corruption in many countries. Countries such as India and Venezuela opted 

for demonetization of their highest denomination bank notes in order to minimize bribes 

and made an effort to wipe out accumulated black money. But that also boosted the 

demand for cryptocurrencies in such countries, enabling to send and receive cash without 

having to answer to the authorities. 

3.2 Mega Bitcoin Gains Come with Megabyte Tax  

As per the reports of Economic Times, some Experts think that that returns on 

Cryptocurrencies could attract 20-30% tax, depending on categorization of the gains
1
.   

3.3 Safety and Reliability  

In the beginning of 2014, Mt Gox, a bitcoin exchange based in Japan, was the largest 

bitcoin exchange in the world and handling over 70% of all bitcoin transactions 

worldwide. By the end of February in the same year, it was bankrupt. It was the victim of 

http://blockchain.info/charts/total-bitcoins


a massive hack and lost about 740,000 bitcoins (6% of all bitcoin in existence at the 

time), valued at the equivalent of €460 million at the time and over $3 billion at October 

2017 prices
2
. 

3.4 The Debate on Bitcoin Scalability 

The cryptocurrency is based on the technology known as blockchain which has its own 

shortcomings. In early 2017, more than 50 companies came together to speed up 

transactions, but till now the results have not yet been felt. As a result, more users might 

start using normal modes of currency to overcome such blockchain hassles. 

3.5 The Rise of the Rivals  

There is a large number of cryptocurrencies in the world. As on February 27, 2018 there 

are 1523
3
 cryptocurrencies available with Total Market Cap: $456,597,020,256

3
. This 

large number will create competition among cryptocurrencies and the weak will be wiped 

out from the market. 

3.6 Unrecognized by Governments 

Cryptocurrencies have been benefited from largely permissive regulation in western 

countries, but have been subject to much more restrictions in Asia. As per the reports of 

PTI on Sept 13, 2017, The Reserve Bank of India is uncomfortable with non-fiat 

cryptocurrencies such as Bitcoin.  

In the press release on December 24, 2013, the Reserve Bank of India had cautioned the 

users, holders and traders of Virtual currencies (VCs), including Bitcoins, about the 

potential financial, operational, legal, customer protection and security related risks that 

they are exposing themselves to
4
. 

3.7 Very Early Stages of Development 

The cryptocurrency Industry is still in very early stage of development. Bitcoin, the first 

cryptocurrency, began operating in January 2009. The life of cryptocurrency is less than a 

decade, 

3.8 Value of Cryptocurrency is very volatile 

In the last of 2017 and beginning of 2018, it has been observed that the market value of 

cryptocurrencies was very volatile and unstable which created problem to the buyers and 

investors. 

3.9 No Political Boundaries 

https://www.csmonitor.com/Business/Latest-News-Wires/2014/0225/Bitcoin-heist-darkens-Mt.-Gox-exchange-massive-theft-reported


The concept of a decentralized cryptocurrency without political boundaries is a headache 

for governments and it is a challenging task to track the transaction. 

3.10 Cryptocurrencies are the bubbles  

As per an article published in Times of India New Delhi Edition, cryptocurrencies are 

dangerous bubbles and these will burst in near future
5
. 

3.11 Lack of features of currency 

Currencies have three functions (i) store of value, (ii) medium of exchange, and (iii) 

accounting unit. At the moment, cryptocurrencies are principally a store of value. But 

these make it much less satisfactory as medium of exchange. These are not accepted as 

legal tender by any government. These are not backed by any assets and do not represent 

a claim on either tangible or intangible property.  

4. Reasons why one should think before investing in cryptocurrencies: Some recent 

issues 

4.1 Citibank, J. P. Morgan and Bank of America barred use of credit cards for buying 

bitcoins, other cryptocurrencies
6
. 

4.2 The RBI, Central Bank of India, advised from time to time that it had not given any 

license/authorization to any entity/company to operate such schemes or deal with 

Bitcoin or any virtual currency
7
.  

4.3 As a part of its global policy, Citi, In India, had taken a slew of measure to avoid any 

kind of exigency arising due to use of credit or debit cards for buying bitcoins and the 

bank barred its customers to use its cards for the purchase of cryptocurrencies.  

4.4 In the budget speech on February 1, 2018, Union Finance Minister revealed the stand 

of Central Government that cryptocurrencies are not legal in India.  

4.5 European Union watchdogs in its joint statement said that virtual currencies are 

highly risky and unregulated products and unsuitable for investment and savings. In 

its warning it said that it is a ‘pricing bubble’
8
. 

4.6 In the sequence central bank of Thai has prohibited financial institutions in the 

country from five key cryptocurrency activities, and banned its customers from 

buying cryptocurrencies with credit cards
9
. 

4.7 Loss of $500 Million of Cryptocurrency due to bad code in Under a Year. There are 

various reasons of loss in Cryptocurrency such as hacking, forgotten passwords and 



failed flash drives. But in dollar terms, one of the biggest causes of crypto losses is 

bad code
10

. 

 

5. Growth of cryptocurrencies and its impact on the environment. 

Cryptocurrencies are generated with computers which needs electricity. As the number of 

cryptocurrency is rising its mining becomes complex and it requires more power to solve 

them. Coal and other fossil fuels are the largest generator of electricity, and coal is a 

significant contributor to manmade climate change. Burning it produces carbon dioxide, a 

gas that is a primary contributor to global warming. 

 As per the estimation of a Dutch bitcoin analyst Alex de Vries, who operates a Bitcoin 

Energy Consumption Index on the website Digiconomist, has produced estimates and he 

believes that the situation is alarming.  As per the estimates suppose that bitcoin miners 

are using the most efficient machines possible, the lowest amount of electricity 

consumption is 13 terawatt hours. That is equal to the consumption country of Slovenia. 

If the estimates are less conservative, energy consumption may be double
11

. 

 

6. Trend in the average daily Price and Returns of Bitcoin 

Bitcoin average daily prices for last one year from March 2017 to March 18, 2018 are 

shown in Figure 1 which is self explanatory about fluctuations in the price. Figure 2 

shows the log returns on Bitcoin for the same period. It can be interpreted that the returns 

are also volatile. 

 

 

Figure 1 



 

 

 

Source:  https://99bitcoins.com/price-chart-history/ 

 

Figure 2 
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Table 1 



Results of Augmented Dickey-Fuller Test Equation 

Null Hypothesis: LOG_RETURNS has a unit root 

 

  t-Statistic   Prob.* 

Augmented Dickey-Fuller test statistic -19.23006  0.0000 

Test critical values: -3.448012 -3.448012  

 -2.869219 -2.869219  

 -2.570928 -2.570928  

 

From above table 1 it can be seen that the Prob. Is 0.000 which is less that 005, hence null 

hypothesis can be rejected and alternative hypothesis i.e. there is no unit root and series is 

stationary can be accepted. One the satisfaction of stationarity of series of log returns regression 

is applied and results are shown in table 2. 

 

Model 

For Price = α + β * Day                   (1) 

Price = -27138843 + 36.85242 * Day 

 

For Returns 

Log Returns µ + γ * Day                 (2) 

 
 

 

 

Conclusion 

There is no doubt that the use of cryptocurrencies is increasing day by day but it is full of 

challenges and risk. As the purpose of the study was to find out the trend in the price of 

Bitcoin and analyse the future challenges in acceptance of cryptocurrency, it was found 

that the price of the Bitcoin was moving upward till third quarter of 2017 with certain 

exceptions but in the last quarter of 2017 and first quarter of 2018 its prices followed high 

fluctuations and resulted a huge loss to the investors. As far as the returns are concerned 

from Figure 2 it can be interpreted that returns are not stable and moving frequently 

upward and downward creating high volatility and hence risk in returns. One must be 

cautious while investing in Bitcoin. 



As far as the challenges in acceptance are concerned, cryptocurrencies have to face 

various regulatory challenges hence the future is not as good as it is seen. The issue of 

security and regulatory compliance needs to be addressed as various governments and 

banks have recently banned the use of their systems to buy cryptocurrencies. While 

blockchain technology used by cryptocurrencies is likely to be adopted by various 

financial institutions during the coming years, it is doubtful that they will adopt 

cryptocurrency as their currencies.  
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